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  ACE	  Research	  Vignette:	  Acquisitions	  –	  A	  Route	  to	  New	  Growth	  Opportunities?	  	  
	  
This	  series	  of	  research	  vignettes	  is	  aimed	  at	  sharing	  current	  and	  interesting	  research	  findings	  from	  our	  team	  of	  
international	  Entrepreneurship	  researchers.	  In	  this	  vignette,	  Professor	  Per	  Davidsson	  considers	  some	  of	  the	  dynamics	  
associated	  with	  firm	  growth.	  
	  
Background	  and	  Research	  Question	  
	  
Much	  research	  has	  been	  investigating	  how	  various	  characteristics	  of	  firms,	  their	  founders,	  the	  industry,	  and	  the	  
environment	  contribute	  to	  the	  growth	  of	  firms.	  However,	  surprisingly	  little	  research	  on	  the	  growth	  of	  small	  and	  medium-­‐
sized	  firms	  (SMEs)	  has	  paid	  attention	  to	  the	  effects	  of	  different	  forms	  or	  growth.	  Organic	  growth	  and	  Acquisition-­‐based	  
growth	  are	  two	  important	  forms	  which	  are	  likely	  to	  be	  associated	  with	  partly	  different	  drivers	  as	  well	  as	  different	  
management	  challenges.	  Organic	  growth	  refers	  to	  internally	  generated	  expansion	  –	  selling	  more	  of	  exiting	  products	  and	  
services	  and	  adding	  new,	  internally	  developed	  products	  and	  services.	  Acquisition-­‐based	  growth	  consists	  of	  taking	  over	  
activities	  previously	  conducted	  by	  another	  firm	  and	  adding	  them	  to	  one’s	  own	  market	  offerings.	  	  
	  
To	  help	  remedy	  the	  relative	  lack	  of	  knowledge	  considering	  the	  effects	  of	  these	  two	  forms	  of	  growth	  the	  research	  related	  
in	  this	  vignette	  focused	  on	  the	  following	  research	  question,	  graphically	  depicted	  in	  Figure	  1:	  
	  
How	  does	  organic	  and	  acquisition-­‐based	  growth	  in	  one	  period	  affect	  the	  firm’s	  ability	  to	  grow	  organically	  in	  the	  next	  
period?	  
	  
	  
FIGURE	  1.	  Differential	  Effects	  of	  Organic	  and	  Acquisitive	  Growth	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
How	  we	  investigated	  this	  
	  
A	  custom	  built	  data	  base	  was	  created	  from	  official	  business	  statistics,	  creating	  a	  panel	  following	  11,525	  Swedish	  firms	  –	  
the	  vast	  majority	  of	  which	  are	  SMEs	  –	  over	  a	  ten-­‐year	  period.	  All	  firms	  with	  an	  end	  size	  of	  20	  or	  more	  employees	  were	  
included	  and	  tracked	  back	  for	  ten	  years	  or	  –	  if	  younger	  than	  ten	  years	  –	  to	  their	  birth	  year	  in	  the	  underlying	  data	  base.	  
Growth	  was	  measured	  as	  numbers	  of	  employees.	  Comprehensive	  cross-­‐referencing	  between	  establishment	  
(plant/outlet/place-­‐of-­‐work)	  and	  firm	  (company;	  enterprise)	  level	  data	  made	  it	  possible	  to	  partial	  out	  growth	  that	  was	  
organic	  vs.	  acquisition	  based.	  Advanced	  econometric	  methods	  were	  applied	  in	  order	  to	  estimate	  the	  relationships.	  
	  
	   	  
Organic	  Growth	  in	  period	  1	  
Acquisitive	  Growth	  in	  period	  1	  
Organic	  Growth	  in	  period	  2	  
+ 
- 
	  What	  we	  found	  
	  
The	  results	  show	  that	  organic	  growth	  can	  be	  somewhat	  exhausting	  and	  therefore	  slow	  down	  growth	  in	  the	  following	  
period.	  Presumably,	  the	  best	  “organic”	  growth	  opportunities	  are	  used	  first,	  leaving	  only	  harder-­‐to-­‐realise	  opportunities	  
for	  later.	  In	  addition,	  the	  growth	  in	  the	  first	  period	  requires	  hiring	  and	  training	  of	  new	  employees,	  which	  may	  call	  for	  a	  
period	  of	  consolidation	  after	  a	  growth	  spurt.	  Contrarily,	  acquisition-­‐based	  growth	  appears	  to	  open	  up	  new	  growth	  
opportunities	  and	  therefore	  lead	  to	  higher	  organic	  growth	  in	  the	  next	  period.	  With	  the	  acquisition	  also	  come	  employees	  
and	  other	  resources.	  Under	  the	  new	  management	  of	  the	  acquiring	  firm	  –	  and	  in	  combination	  with	  the	  competence,	  
distribution	  channels	  and	  customer	  contacts	  it	  already	  has	  –	  the	  acquired	  unit’s	  products	  and	  resources	  can	  form	  the	  
basis	  for	  new	  opportunities	  for	  organic	  growth	  in	  the	  following	  period.	  	  
	  
Research	  on	  the	  same	  relationship	  using	  Australian	  data	  is	  regrettably	  non-­‐existent.	  However,	  there	  are	  no	  strong	  reasons	  
to	  believe	  the	  results	  would	  be	  fundamentally	  different.	  	  
	  
Other	  research	  using	  the	  same	  data	  set	  shows	  that	  among	  rapidly	  growing	  firms	  there	  are	  huge	  differences	  in	  the	  use	  of	  
organic	  vs.	  acquisition-­‐based	  growth	  strategies	  by	  firm	  age	  and	  firm	  size.	  Organic	  growth	  dominates	  among	  young	  and	  
small	  high-­‐growth	  firms,	  whereas	  their	  older	  and	  larger	  counterparts	  rely	  mostly	  on	  acquisitions	  for	  their	  expansion.	  
	  
Business	  and	  Policy	  Advice	  
	  
While	  one	  should	  be	  cautious	  about	  drawing	  far-­‐reaching	  conclusions	  from	  a	  single	  study	  this	  one	  is	  not	  the	  only	  to	  
suggest	  that	  successfully	  growing	  SMEs	  employ	  a	  more	  diverse	  set	  of	  growth	  strategies	  than	  to	  rely	  solely	  on	  organic	  
growth.	  Our	  results	  suggest	  that	  acquisitions	  open	  up	  new	  opportunities	  for	  organic	  expansion.	  Consequently,	  it	  may	  be	  a	  
growth	  strategy	  more	  SME	  managers	  should	  consider.	  Similarly,	  policy-­‐makers	  may	  want	  to	  broaden	  their	  perspective	  on	  
what	  forms	  of	  growth	  they	  wish	  to	  stimulate.	  	  	  	  
	  
It	  is	  worth	  pointing	  out	  that	  this	  advice	  concerns	  SMEs.	  Other	  research	  suggests	  that	  among	  large	  corporations	  
acquisitions	  and	  mergers	  are	  more	  popular	  than	  they	  should	  be,	  as	  in	  that	  context	  the	  expected	  positive	  effects	  often	  fail	  
to	  materialise.	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